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No. 11

O E of the few subjects respecting tisanship toward the client, more than likely his
N
Federal taxation which has not partisanship would adversely influence the effect of
been extensively discussed during his attestation of value. Quite often, an engineer’s
the past four years is the character service to his client is largely measured by the
of practice into which it has led impression of impartiality which he creates.
the accountancy profession. There
On the other hand, accountants appear both as
has been an exhaustive study of advocates and as non-partisans in Federal tax cases.
the relation between Accountancy Sometimes,the accountant is the sole representative
and the Federal tax rulings. Every of the taxpayer upon disputed points. At other
departure in the rulings from accepted accounting times, he is associated with counsel; counsel present
usage has been criticized, and changes which would the case as advocates, and the accountant certifies
conform more nearly to accounting principles have to the facts relied upon in the discussion. There are
been recommended with insistent frequency. Per instances in which an accountant, on the same
haps it was because there was
afternoon, has appeared in
so much to be cleared up in
one case as an advocate and in
reconciling these rulings with
another as an auditor.
LEADING ARTICLES
the principles of accounting
that so little attention has Federal Tax Laws and the Practice NON-PARTISAN POSITION
OF ACCOUNTANT
been given to the influence of
of
Accountancy
the tax laws upon the practice
Appearance of the account
Title-page
of the profession.
ant as an advocate in tax
This discussion of the effect
cases is a departure from the
Trade Fixtures
of our present Federal tax
traditions of the profession.
Page 165
laws upon the practice of Ac
For years, the accountant has
countancy ispeculiarly timely,
educated the public to con
Business Sentinels
because a point has been
sider him a non-partisan.
reached exacting of the pro
Bankers and investors look to
Page 169
fession an election of one of
accountants to furnish certi
two possible lines of practice.
fications of the accuracy of
Students’ Questions and Answers
The profession can not advan
financial statements. So that
Page 170
tageously accept, or continue
these statements may be ac
in, both of these lines of pro Cost Accounting for a Continuous cepted with the utmost
fessional practice. One, and
credence, on the certification
Production Industry
one only, can be followed, if
of the accountant, the profes
Page 173
the more vital interests of the
sion has always maintained a
profession are to be preserved.
most conservative attitude in
the statement of profit and loss and of condition.
ADVOCATE OR AUDITOR
Were the accountant partisan to the client, there
A professional accountant may engage in Federal would not be this conservatism in accounting state
tax practice either in the role of advocate or in the ments. This conservatism persists because the
role of auditor. The role of advocate presumes a accountant, in matters of this kind, best represents
partisanship on behalf of the client; the role of his client in the role of non-partisan.
auditor implies non-partisanship. Quite as valuable
Acceptance of the role of advocate in Federal tax
service can be rendered the client through an cases by accountants was largely because only ac
acknowledgment of the non-partisanship of an countants were adequately prepared to meet the
auditor as by means of the more partisan presenta perplexing problems of the war and excess-profits
tion of the advocate.
tax statutes when they were first passed. The
Perhaps by force of circumstance, rather than by lawyers, as a general rule, were not familiar with the
conscious election, the engineering profession, more technical features of accounting. To them, the
than any other, appears in tax cases in a non Federal Excess-Profits Tax Act was a Chinese
partisan role. If an engineer were to attest to puzzle, as it was to accountants for some time after
certain valuations of property as of March 1, 1913, its passage. Taxpayers needed the services of men
and would then argue questions in a spirit of par best qualified to cope with these perplexing prob-
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lems when representing them as advo
discarded. Rulings on these incomecates before the Bureau. The early
ace tudent tax cases are becoming more crystal
tendency, therefore, was to look to the
lized. With this growth of certainty,
October, 1921
accountants as the best qualified advo
and tendency toward simplicity, fewer
cates in the presentation of tax cases.
doubtful points will exist, and such as
This early tendency to engage accountants as do exist will involve lesser sums of money than has
advocates has not persisted in entirety. Account been the ease until now. For these reasons, there
ants still appear as the sole advocates of certain will be less need for advocates in Federal tax
( Continued) taxpayers.
Nevertheless, the representation of matters.
clients as advocates in the larger cases is now
CO-OPERATION OF ACCOUNTANTS WITH
usually entrusted to lawyers. Accountants are
THE GOVERNMENT
engaged in connection with legal counsel. Their
The
role
of
auditor in Federal tax cases will
services are indispensable in tax cases of any
importance. But if the full measure of service is increase in importance, rather than decline, if
rendered by the accounting profession to clients, accountants can convince the proper authorities of
it is as non-partisans. An attorney representing a the extent to which they can help the Government
client as an advocate finds the accountant to be his in auditing Federal tax returns. For reasons later
best ally, if unqualified credence is given to the given, it is in the interest of the Government, and of
accountant’s certification by reason of the fact that the taxpayers, that the Government give the same
the Department considers the accountant a non credence to the certification of a tax return by a
partisan. Thus, although accountants are still public accountant that is given by a banker to the
advocates in certain cases, there has been a gradual accountant’s certification of the financial condition
tendency for them to revert to the role of auditors, of a client. By obtaining this recognition from the
a role which they, by tradition and training, are Government, accountants may increase in im
portance the role of auditor in Federal tax matters.
best equipped to fulfil.
The proposition that public accountants co
FUTURE OF THE ACCOUNTANT
operate with the Government in the verification of
What the future of the accountant shall be in tax returns is not startling, if the history of the
Federal tax matters depends largely upon the methods of auditing adopted by the Government is
answer to this question; “Can the accountant suc considered. So, before presenting the details of
cessfully continue to be an advocate and also an this plan, I shall review this history. Upon passing
unbiased auditor?” However much difference of our various tax laws, the Congress charged the
opinion might exist on this point, the logic is clearly Bureau of Internal Revenue with the duty of
in favor of the proposition that the accountant verifying Federal tax returns. The intensity of this
accept one, and not attempt to fill both, of these verification became an early subject for decision
rôles. Is it likely that a man who is a partisan in by that Bureau. It was recognized that to carry
one case can effectively take up his duties in the verification to a point which would insure the
another as a non-partisan? If he is accustomed to collection of every dollar due the Government
viewing doubtful points with partiality toward one would involve a detailed audit of the books of the
side, can he, in another case, regard them without bulk of the taxpayers of the United States. Such
partiality to either side? Assuming it is possible for a course was obviously impracticable, and has
him to do this, can he convince others that it is never been attempted. It is because the methods
possible? Would a Federal taxation committee, which have been tried tend more and more to the
before whom he had just argued a case in the utmost acceptance of sworn statements from taxpayers,
spirit of partisanship, be as ready to regard his and their representatives, that the proposal that
attestation in a succeeding case as that of an public accountants cooperate with the Government
impartial auditor? The very statement of these will not appear so startling after reviewing these
questions leads to the conclusion that the account methods.
ant should not attempt to continue in both of these
The first step taken by the Government in
attacking the monumental task of verifying tax
roles.
Since the accountant can not reasonably expect returns was the preparation of return forms which
successfully to fill both of these roles, it is important would disclose in minute detail pertinent facts
to determine what advantage would accrue if the concerning income and invested capital. These
rôle of advocate were abandoned in favor of that forms were favorably commented upon in certain
of auditor. I propose to demonstrate that the quarters and were severely criticized in others.
interests of the profession will be best served by Those who criticized them proposed that the forms
should be simplified. In one instance, a simpler
acceptance exclusively of the role of auditor.
Recent developments lead to the conclusion that form was suggested by an individual having con
the rôle of advocate is on the decline in Federal siderable political influence. A high Government
tax cases. Much more certainty exists respecting official was inclined to follow his suggestion. This
principles to be applied than existed even two official was won over to the present form when
years ago. Furthermore, the tax laws will be sim convinced that the simpler form would require a
plified. Such of the income-tax features as are detailed audit of the books of every important tax
continued will be simpler than those which are payer, if any serious attempt was made to verify
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the returns. So the first step under
Government has been forced to rely
the present method was the prepara
ace tudent upon the sworn statements of tax
tion of a return which discloses the
payers, and to make further investi
October, 1921
important facts having to do with
gations only when it was impossible
determining Federal tax liability.
to get satisfactory statements because
The next step was to have these returns audited of technical difficulties, or when there was evi
in the offices at Washington. These audits suggested dence of fraud or falsity respecting the return.
new lines of inquiry and investigation. At first,
Since it is evident that the Government must
the attempt was made to clear up entirely all lines rely on outside sources for information essential to
of inquiry suggested by the data contained in, or tax verification, why should the Government not
asked for and omitted from, the return. This was look to that profession best equipped to furnish the
attempted, in part by correspondence, and in part required data? If a return is certified to as comply
by field examinations. Annoying delays ensued, ing with the tax regulations by a public accountant,
and the Government found that collections by the necessity for further verification is largely
reason of non-payment of taxes were falling far eliminated. Evidence of the integrity of the re
below the estimated figure. War conditions required turn comes from two sources—the taxpayer and
the Treasury Department to collect large amounts the accountant. Now that Federal tax matters are
of these delinquent taxes within the shortest better understood, proof of its accuracy may be
possible time. It was then that the Department based on the accountant’s certification. If mooted
undertook a less intensive examination of returns questions are set forth by the accountant certifying
designed to disclose any additional taxes shown to the return, together with all pertinent facts, the
be due on the face of the return, and leaving until Government has before it a preliminary base for
later the determination of such delinquencies as reaching a decision. The only profession which can
involved more detailed investigation. For this undertake this service is that of Accountancy.
reason, taxpayers received letters advising them of
Unquestionably, the Government has collected
proposed additional assessments, and warning additional taxes upon returns prepared by public
them that the contents of the letter could not be accountants. But no one pretends that there has
accepted as a final adjustment of their tax liability. been a clear and distinct general understanding of
Federal tax laws by the profession until within
ATTITUDE OF THE GOVERNMENT
possibly the past year. This understanding has
The Government, upon receiving answers to its now reached a point wherein most of the profession
inquiries either in the return or by correspondence, can intelligently prepare a return. Moreover, if
may either: (a) accept them without investigation full disclosure of facts asked for is set forth in the
of their accuracy; or (b) attempt an investigation of return, technical errors in its preparation are readily
the accuracy of the statements. It may fairly be detected by a desk examination. Not a little work
said that neither of these alternatives can be of the Bureau is directly ascribable to the failure
followed absolutely. To accept every statement of taxpayers to file a complete return. Employ
presented without further investigation would ment of public accountants for this purpose would
ignore the possibility of technical misunderstanding save this work, because their professional reputa
of the inquiry, as well as the possibility of falsity. tion depends upon the completeness and accuracy
To investigate every statement would require a of the certified return.
force larger than has yet been available, or would
result in such a prolonged program of verification CERTIFICATION OF RETURNS NOT REQUIRED
that the returns could never be audited within the
It is, of course, impossible for the Government to
time allowable for that purpose. Not a little require that returns be certified to by public
difficulty attends any attempt to suggest the mean accountants. The choice of doing this would be
between these alternatives. It may be suggested in left to the taxpayer. Nevertheless, he would be
a general way that if a statement is made by a tax assured that by so doing there would be an early
payer, or by an accountant representing a taxpayer, determination of his exact tax liability, and he
which appears to be reasonably accurate, and made would be spared vexatious delays. No doubt it
in entire good faith, it might be accepted, subject would be dangerous to assure the public that
only to the possibility of tests so that the taxpayer certified statements would never be the subject of
would never be certain that the statement would detailed examination. Some of these should be
not be investigated. Should there be reason to examined in detail, so that there might be that
doubt the accuracy of the statement, or evidence uncertainty respecting investigation dictated by
of fraud or falsity, then the statement might be the prudence. These test audits, however, would
subject of detailed investigation. One thing which consume only a fraction of the time required for
is certain is, that the Government, in some degree, complete audits of every return. For the most
must rely upon statements of taxpayers or of their part, the Government’s investigation might be con
representatives.
fined to those returns which were not certified, and
Experience, as well as the logic of the situation, to mooted questions evident from the face of the
has demonstrated that some of the burden of certified returns. Even with this reduction of work,
detailed examination should be lifted from the there would be ample left to keep the forces of the
shoulders of the Bureau. More and more, the Bureau busy. This reduction in the Bureau’s work,
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[Forward to Page 171

James J.
Donovan,
C.P.A.
(N.H.)

JAMES J. Donovan, C.P.A.
(N. H.), is deputy director
and chief of the Field
Audit Section of the New
York State Income Tax
Bureau. Mr. Donovan’s
career has been vocationally sound.
Early in his business life, he set before
himself a definite goal of vocational
achievement, and he bent all his energies
toward reaching that goal.
A natural liking for problems of
accounting and organization, coupled
with the unsparing use of his overtime
in study, has brought to Mr. Donovan,
early in life, a merited and worth-while
success. Compelled by circumstances to
go to work after finishing public school,
he soon saw that he would be greatly
handicapped without more training.
Straightway he set out to get it. While
working at his first job, as clerk in a
silverware house, he enrolled for a com
mercial course in one of the New York
City evening schools. From that time
until now, practically without interrup
tion, Mr. Donovan has been engaged in
overtime educational activities, both as
student and as teacher.
Mr. Donovan was bom in New York
City, on February 25,1880. He attended
St. Theresa’s Parochial School, and was
graduated in 1894. His first position
was with the Derby Silver Company,
New York City, where he worked as
messenger and later as assistant shipping
clerk. Determined to increase his edu
cational equipment, he pursued a com
mercial course at the New York Evening
High School. Leaving the Derby Silver
Company, Mr. Donovan secured em
ployment with Wm. S. Hicks’ Sons,
manufacturing jewelers, of New York
City, as bookkeeper and cashier. He
remained with this firm until 1912.
During this time, he enrolled in the Pace
Standardized Course in Accountancy
and Business Administration. Later, he
was a member of the staff of the Com
merce Audit Company. With his busi
ness experience and accounting knowl
edge, he had but little difficulty in passing
the Civil Service Examination as Ac
countant, and on January 1, 1913,
entered the employment of the Depart
ment of Finance of the city of New York,
as accountant.
In 1917, when the great war-time need
for trained accountants arose, Mr.
Donovan was prepared to render muchneeded service. He resigned from the
Department of Finance, in August, 1917,
and went with the American Red Cross
War Fund as senior auditor and adviser
in accounting methods. After his service
with the Red Cross, Mr. Donovan
became senior accountant in the Income
Tax Service Department of Breed,
Abbott & Morgan, attorneys, 31 Liberty
Street, New York City. On leaving this
firm, Mr. Donovan was appointed
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deputy director of the New York State
Income Tax Bureau. He took an active
part in the creation of the present State
Bureau, and is now chief of the Field
Audit Section, with a large force of men
working under his direction.
The views of a man who has achieved
success in his profession are always
stimulating. What Mr. Donovan has to
say, therefore, about study and about the
work of the accountant, will be read with
interest.
“In 1906, it became apparent to me
that a mere knowledge of bookkeeping

James J. Donovan, C.P.A.
(N.H.)
Deputy Director, Field Audit Sec
tion, New York State Income
Tax Bureau

up-to-date accounting methods was
clearly shown. In many cases, after the
examination of bankrupt organizations,
they were enabled to continue in busi
ness, after proper accounting methods
were installed.
“In many cases, double-entry books of
accounts were kept correctly; equilibrium
was at all times maintained; for every
debit there was a corresponding credit;
control accounts were in agreement with
details; but, due to the lack of accounting
knowledge and its relationship to busi
ness, valuable and necessary comparisons
were lacking. The proper details as to
the sources of income were omitted;
elements detrimental to income were
unknown; reserves were guessed at—the
result naturally led to bankruptcy.
“To illustrate the point, one case in
mind was that of a manufacturing con
cern doing a gross business of two million
dollars annually. They had suffered a
loss of several thousands of dollars
yearly. This concern kept cost records,
and double entry was the system used in
the general accounts. The system had
been in use for many, many years. The
owners were perplexed, as the fault was
not due to lack of sales, and the expenses
of administration were low. Prices could
not be advanced on account of competi
tion, and competitors seemed to be
thriving. After many conferences, and
upon the advice of their attorneys, the
services of a certified public accountant
were sought. The cost system was sub
jected to close examination, and disclosed
a woeful lack of definite records. No
attempt was made to reconcile cost
records with financial records. A careful,
systematic check was made, and it was
discovered that an article retailing for
one hundred and twenty-eight dollars
cost one hundred and thirty-five dollars
to manufacture. The leak was found in
the cost records. Proper comparative
analyses were set up. The accounting
period was changed from a yearly to a
monthly basis. Items which had been
sold at a loss were dropped, and con
ditions changed so that the business was
put on a paying basis.
“In these times of complicated finance
and intricate business associations, the
necessity for proper accounting methods
is recognized. The trained accountant is
considered an asset to a business, where
in the past he was considered a necessary
evil.”
Mr. Donovan’s ability and training
have enabled him to achieve success in
varied lines of endeavor. His words of
advice are sound and helpful; and his
career should be an inspiration to many
young men.

was not sufficient to enable one to render
adequate service in the preparation of
financial statements. It was quite evi
dent that to be of service to an employer
it is necessary to aid him in attaining
profits, or in bringing to the attention of
the proper authority the reason for
financial results.
“In order to have a better understand
ing of business methods, I decided to
study Accountancy. In the public prac
tice of Accountancy, while associated
Some men fight their way to suc
with the Commerce Audit Company, it
was my privilege to examine and investi cess by means of the barrage meth
gate many cases of bankruptcy. In this od. They advance under cover of
work, the necessity for business to adopt another’s fire.
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I you followed the
F
called corporeal real property, the es
trade of a soap-boiler,
ace tudent sential characteristic of which is that
and it was your pecu
it has a fixed location, or, as it is
October, 1921
liar ambition to ren
sometimes said, it is in its nature im
der fats, draw off
movable. On the other hand, those
greasy liquids, and keep about you movable things of a physical kind, such as furniture,
always that air of uncleanliness vehicles, animals, stock in trade, and the like, which
which seems a necessary concomi the owner may take with him wherever he may go,
tant of the making of that cleans are commonly called chattels, and are one kind of
ing substance called soap, you might have some personal property. This may be emphasized by
difficulty in finding a place to let for the purpose. the example of a standing tree, which is real prop
The aversion of certain landlords to children and erty, but which when cut down is personal property
parrots is as nothing to the positive abhorrence of the kind called a chattel. However, if the same
which all of them feel toward a soap-boiler.
tree, in the form of building material, be again
Now, F. S. was a soap-boiler by trade, back in the attached to the land as part of a permanent struc
early days when England’s law was yet unde ture, it again becomes real property, since it is
veloped, and he had to be content with leasing an permanently annexed to the land. By analogy to
old, tumble-down house; but, with commendable this principle, then, if a tenant of land attach a
skill and patience, he made repairs to the premises chattel to the land in such wise that it appears to be
and installed his equipment. A fire-place was falling permanently annexed, does it not logically follow
asunder, so he put in new bricks, hearth, and chim that the annexed chattel has become real property,
ney-piece; besides which, he laid new bricks for and, as such, the property of the owner of the soil?
floors. Then he installed his own special appliances,
By the early law of England, there was no escape
including vats, boilers, and tables, which were from the conclusion that when a tenant affixed a
fastened to the building. A question arose as to chattel to his landlord’s premises it became the
whether or not this soap-boiler had a right to take property of the landlord as a part of the freehold.
away with him all the things which he had brought A tenant for years was not then regarded as having
there, and in an action which was brought, the any interest in the land itself, but he was deemed
Court held that the tenant had a right to remove his to hold the land merely by virtue of the contract
vats, boilers, tables, and the like, even though he between himself and his landlord; and so, when the
had affixed them to the premises, but that, on the tenant made permanent improvements upon the
other hand, he had no right to remove the chimney- land by affixing chattels thereto, it was considered
piece, hearth, and bricks which he had installed in in law as if the annexation had been made by the
order to complete and repair the building, Poole’s landlord himself, with the result that the chattel
became land, and the property of the owner of the
Case, 1 Salkeld 368.
Poole’s Case is always cited as the leading soil. Subsequently, the tenant came to be regarded
English case on the subject of trade fixtures—that as owner of an estate in the land, and his property
is, those chattels which a tenant of land affixes to right was a protection, not only against third per
the land for the convenience of his trade. Within sons, but against the landlord as well. Then came
the term “trade fixtures,” we may include mirrors, Poole’s Case, which was discussed at the beginning
shelving, blackboards, wiring, piping, stoves, of this article, since which, hundreds of cases in
machines, and lighting apparatus—anything which England and our own country have recognized and
is movable personal property, and which is annexed enforced the right of a tenant to remove trade
(fastened) to the land for the convenience of trade. fixtures, in the absence of any agreement to the
Although frequently, in financial statements, such contrary.
A rule of law, however, is no stronger than its
fixtures are classed with furniture, in the familiar
phrase “furniture and fixtures,” in legal contempla reason, and so we must not jump to a conclusion
tion, they are radically different classes of things, which takes us beyond the reason of the rule.
In Poole’s Case, the Court put its decision upon
since, in law, the right of an outgoing tenant to
remove his fixtures of trade has often been ques the ground of public policy, declaring that it was
tioned, and sometimes denied; but there is no doubt necessary in favor of trade and to encourage indus
of the right of an outgoing tenant to remove his try, but such a reason, taken alone, furnishes a
furniture, which consists merely of chattels, such as very insecure foundation to speculative reason in
chairs, rugs, desks, and the like, not annexed to the cases very different upon the facts. The American
land. Beginning with his first effort to set up a decisions, while admitting the rule to be founded in
statement of assets and liabilities, the accountant considerations of public policy, have supplemented
regularly deals with those assets called “furniture it with another reason, to wit, the presumed inten
and fixtures,” and it is highly important that he tion of the parties. Therefore, while public policy
discriminate between them, not only as respects favors the application of the rule that an outgoing
their several natures, but as respects the rules of tenant may remove fixtures installed for the
convenience of his trade, but not those affixed
law which apply to them as well.
In legal contemplation, land, which is parcel of for the enhancement of the freehold, yet, in apply
the earth, and permanent structures erected upon ing the rule to the facts of a particular case, the
the land, constitute a distinct class of property Court will apply it so as to effectuate the intention
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Fixtures be understood, however, not as giving

the instrument of lease of the inten
tion of the parties as respects the re
effect to any secret intention of the
moval of trade fixtures, showing spe
October, 1921
cifically what may be removed, and
( Continued) party making the annexation, but as
meaning only that when the parties
when the removal may be made.
have expressly agreed as to the right to remove
The practical importance of reciting in a lease the
trade fixtures, that express agreement will be given time when fixtures may be removed appears when
effect, and that, in the absence of such express it is considered that the law seems settled in all
agreement, the Court will deduce from all the facts jurisdictions that a tenant for years must remove
in the case that intention which the law imputes to his fixtures during the term, or, at least, before he
a fair and reasonable man, Kinkead v United quits possession of the premises. If he allows
States, 150 U. S. 483, 491.
fixtures to remain upon the premises until after he
One clear distinction observed in applying this quits possession, it is conclusively presumed that
rule is, that an outgoing tenant will be permitted he intended to make them a part of the freehold. In
to remove his chattel fixtures only if it can be done the case of tenancies for life, from year to year, and
without injury to the freehold, but not if the at will, however, since the term is indefinite, the
removal involves a substantial injury to the rule appears to be that the tenant has a reasonable
premises. An example of the application of this time after the termination of the tenancy in which
rule, so extreme as to be almost ludicrous, is the to remove his chattel fixtures. Even more dan
removal of wall-paper which had been put on by a gerous to the tenant is a rule, which appears to be
tenant. What reasonable man would expect to settled law in several states, to the effect that if a
remove that sort of ornament, though it had been tenant renews a lease for years without removing his
attached at great expense? So, unless there be an fixtures, they are deemed to become a part of the
express agreement allowing the tenant to make freehold and to belong to the owner of the land,
removal, tenants may not remove doors, locks and notwithstanding that the tenant remained continu
keys, conservatories, greenhouses, stables, sta ously in possession. This result is reached by the
tionary partitions, floors, shrubbery, and flowers. fiction that a renewal of a lease involves a surrender
On the other hand, in the absence of an agreement of the demised premises by the tenant to the land
to the contrary, outgoing tenants have been per lord, and a re-letting by the landlord to the same
mitted to remove bakers’ ovens, carding-machines, tenant, so that, in legal theory, there is a momen
steam-engines, copper stills, mill-stones, furnaces, tary possession in the landlord, resulting in his
stoves, cupboards, shelves, bells and bell pulls, taking title to the fixtures. Happily, this is not the
counters, window blinds, curtains, and the like. law in all the states. The rule results from unsound
The manner of annexation is more important, of legal reasoning. It is making use of a legal fiction
course, than the nature of the specific chattel to accomplish an injustice. In such cases, there is
fixture, for the purpose of determining in a particu no intention by either party to transfer the fixtures,
lar case whether or not removal of the fixture is there is nothing in their conduct from which such
intention can reasonably be implied, and, although
lawful.
Consistent with the present law upon the subject the fixtures were indisputably the property of the
of trade fixtures, satisfactory legal conclusions can tenant before renewal of the lease, they are deemed
be reached by bearing in mind the elementary and to pass to the landlord without the giving of any
simple proposition that a person may lose his title valuable consideration for them. Such a result is
to personal property merely by abandoning it, wholly at variance with reason.
and that, while one can not be forced to accept a
The whole question of trade fixtures and the right
benefit even against his will, nevertheless, he will be of a tenant to remove them was involved in the
presumed to accept a benefit when it is to his advan recent Alabama case of Alabama Machinery and
tage to do so. If the tenant attaches fixtures in such Supply Company v Roquemove, 86 Southern
a manner that they can be removed without sub Rep. 435, in which it was held that an electric
stantial injury to the premises, and especially if elevator installed in a storehouse by a tenant was
they be for the convenience of trade, no presump not removable by the tenant. It appears that there
tion of an abandonment of the title by the owner was an old elevator in the building; that the elevator
of the chattel could possibly arise, and the tenant in question was installed in place of the old one;
should, of course, have the right to remove them; that the new elevator not only served the tenant in
but if the tenant attaches chattels to the premises his trade, but was serviceable to the entire building;
in such a way that they can not be removed without and that there was some dispute between the parties
injury to the freehold, or if they be of a kind not as to their understanding or lack of understanding
useful to his trade, it is fair to presume that he with respect to the character of the fixture; but
intended to abandon his title to the chattel, and the Court appears to have disregarded that feature
that the owner of the freehold has received it as a of the matter, saying:
gift by way of improvement upon the land.
“After all that may be said, the elevator was
There can not be impressed too strongly the of general use in the building for whatever purposes
consideration that, in making a lease of premises for to which the building might be put, not peculiar to
any purpose, it is for the advantage of both parties or connected with the business conducted therein
to make a clear and comprehensive statement in by the Wragg Company, as tenant, as was the case
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Trade with the fixtures dealt with in fore
Students’
Fixtures going cases. It was permanently in
Questions
ace tudent
stalled on a cement or concrete foun
presumption that one person has au and
October, 1921
thority to bind another by word or Answers
( Continued) dation, and the several floors through
which it passed materially modified.
act; such authority must be proved
It could not be removed without serious injury to to have been actually or apparently given.”
the freehold; was added as a substitute for a
The mere fact that I hold myself out as being
smaller one owned by the defendant, and which your agent does not make me your agent, of course,
the plaintiff removed; was intended and received nor is it enough to warrant any person in assuming
as part compensation for the use of the premises that I am your agent—the existence of agency is
and the elevator removed, and no attempt was not presumed. When I seek to hold you liable as a
made by the plaintiff to remove the last elevator party to a contract with me, upon the theory that
until after forfeiture of the lease on the part of the some other person acted as your agent in making
tenant, its eviction, and bankruptcy, Puffer Mfg. the contract, I must prove that such other person
Co. v Kelly, 198 Ala. 131, 136.”
was in fact your agent. This I may do (1) by prov
To one accustomed to mathematical reasoning, ing an actual appointment and authorization by
it may seem strange that at this day the right of a you, or (2) by proving conduct on your part which
tenant to remove fixtures is involved in speculation; makes it appear that such person was your agent;
but that such is the case, appears upon considera as, where a merchant has a salesman in charge of
tion of any half-dozen cases taken from different his store, the public is presumably justified in re
jurisdictions. In Walker v Tillis, 188 Ala. 313, lying upon the apparent authority of the sales
it was said that there are cases which hold that man to conduct the merchant’s business in the
when a building is constructed for manufacturing usual course of trade.
purposes, all the machinery and appliances used in
connection with the business, whether attached to
T is said that a valid policy of insurance is not
the realty or not, become a part of it, and adds:
avoided by a cessation of insurable interest,
“Our own Court has not gone to this extreme
unless so provided by the policy itself. Will you
length, as, with us, mere use in connection with the please explain the operation of this rule?
business does not so annex machinery to the realty
The doctrine of insurable interest is necessary to
as to constitute it a part thereof. Intention is more distinguish a contract of insurance, which is legally
or less a factor in such instances. It often depends valid, from a mere wagering contract, which is void,
upon the intention of the party making the annexa as contrary to public policy. Unless the insured
tion. The precise point at which a chattel loses its has an interest in the subject of risk, the contract
character, as such, and becomes a part of the will be a mere wager, but it is not necessary that the
realty is difficult to define by any fixed rule appli insurable interest continue at all times during the
cable to all cases.”
existence of the contract. Policies of marine
insurance are frequently issued upon cargoes not
The essential things to be borne in mind are:
1. That he who affixes a chattel to the land of yet loaded, and, indeed, not yet purchased. See
another may possibly lose his title to the chattel by Hooper v Robinson, 98 U. S. 528. And where
insurance was taken by a debtor upon his own life
that act alone.
2. That where the chattel is so affixed as to be for the benefit of a creditor, and the statute of
removable only by doing a substantial injury to the limitations barred the debt before the debtors’
freehold, it is a part of the freehold, and not death, it was held that the beneficiary might
recover, Rawls v Insurance Co., 27 N. Y. 282.
removable.
But
where the insurance is on property, a sale
3. That chattel fixtures installed for the con
venience of trade so that they may be removed thereof will terminate the contract unless the
without substantial injury to the freehold may insurance be transferred with the consent of the
generally be removed.
insurer.
4. That an outgoing tenant must remove his
N informal dance, exclusively for Pace Club Pace Club
chattel fixtures before or upon the termination of
his tenancy, or, at least, when he quits possession,
members, will be held in the grand ball Dance
as, otherwise, they become the property of the
room of the Hotel Waldorf-Astoria, New York,
landlord.
on the evening of October 22.
5. That in some jurisdictions, there is a rule
Music will be furnished by the Pershing Club
denying the right of a tenant for years to remove Orchestra, and dancing will continue from eight
his fixtures after a renewal of his lease in the absence until two. Subscription will be $1.50 a person,
of an actual removal thereof or an express agree
including war tax.
ment to the contrary.
Sale of tickets will be limited to three hundred
6. That in the making of any lease, care should be
couples,
and none will be sold at the door on the
taken always to insert therein clearly and compre
hensively the understanding of the parties, as to night of the dance. Tickets can be obtained from
what fixtures shall be removable by the tenant, and Class Councilmen, or at the Club desk, 30 Church
Street, New York City.
the time when they may be removed.
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study at the end of the school year—many, we are
sorry to say, will fall by the wayside, will become
educational stragglers.
Of course, there may be mitigating circumstances
which make it necessary to call a halt, temporarily,
to evening study—circumstances, such as prolonged
A Magazine of service, interpreting the pur
absence from the city, sickness in the family, ill
pose, spirit, and needs of Modern Business
health, passing financial embarrassment, and the
Published Monthly
like. Every reputable school understands these
matters, and makes every provision in its power
Subscription Price, $1.50 a Year, Payable
to enable students to continue their work with
in Advance
as little loss of time as possible.
PACE & PACE, Publishers
The fact remains, however, that many students
30 Church Street
New York City
stop simply because they are not “stickers.” They
Copyright, 1921, by Pace & Pace
can’t stand the gaff. They can not very well let
down on their daytime job, because that is their
bread and butter. But the inherent weakness of
CTOBER is the month when we their natures shows itself when they begin to fall
O
swing into the full stride of ac by the wayside in their evening study. First, they
complishment. Definite commit are absent from their class a few times; they find
ments have been made for winter it hard to pick up the thread of the subject when
activities, the weather encourages they come back; they become discouraged, and
to vigorous action, and the joy of they quit. Most of their commendable effort has
satisfactory progress is with us. been worse than wasted, because each time they
We feel sure of our ability to move fail to “follow through” on the program they have
ahead, day by day, notwithstanding the obstacles, laid out, they have weakened their mental fibre
some real and more imagined, that seem to bar our that much. Each time they begin something, they
way.
find it harder to last through.
The pity of it all is, that many of these men and
OMMITMENT to a course of action, whether
in business or in study, is but the first of a women—these non-finishers—have the natural
to get the most out of a study program.
series of steps required in successful accomplishability

Their
lack
of staying power, though, will always
ment. The second step is the formulation of a
definite, workable plan of action. Particularly, the stand in their way, will always keep them from
student who engages in professional study in enjoying the rewards which Business grants to its
conjunction with daily business duties should devotees who have natural ability, and who “follow
arrange for the fullest utilization of his available through” on whatever they undertake.
Would it not be a fine thing, if all those who are
time. He should carefully plan his reading, whether
of newspaper, magazine, or book, in order to con embarking on overtime study programs this fall
serve his time and to avoid eye-strain; he should resolved that, at all costs, they would see these
limit his social engagements, and restrict them to programs through? Would not a greater number
one or two evenings a week; he should provide, so succeed? We believe so.
far as is practicable, for regular periods of study;
HE successful completion of a professional Accom
he should arrange for a reasonable amount of
course of study is a big accomplishment. plishment
exercise and recreation; in short, he should work
Thousands
of young men and women in law schools,
out for himself a consistent, workable program,
and then he should stick to his program until his medical schools, and engineering schools are devot
daily habits are adjusted to the routine. When ing their whole time to study in the professions for
this stage is reached, overtime study becomes a which they are respectively preparing. Three years
genuine pleasure, as many a reader of these pages or four years are given over by each student to
professional preparation. When the evening-school
can testify.
student, who is preparing for the profession of
ANY business men and women—an army in Accountancy, is inclined to feel that his course of
the aggregate—have, this fall, begun de study is long and the way difficult, he should take
comfort
in comparing his sacrifices with those that
velopmental courses of study. Many have for

mulated satisfactory programs of action. The are made by other students, and in comparing his
question arises: Will they carry their programs probable reward with the rewards that practitioners
in the other and older professions may hope to
through? Will they “stick”?
Many persistent students will still be in active receive.
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Business
Sentinels

T is evident from the suc
cess and failure of different
organizations that the av
erage business is a specu
lative opportunity. Fail
ure may result from inter
nal or foreign causes—few or many
things may contribute. It is, therefore,
obvious that some one must be everwatchful to guard against the usual
causes of failure. Few are better fitted
for this work than accountants—both
public and private.
Working from an established base, the
trend of business over a period of years is
similar to a side view of a mountain
range. An analysis of business opera
tions will show that dull periods con
tribute only one of the uncertainties of
business. Many times, the uncertain
element may be traced to other causes.
So-called basic patents are sometimes
the foundation of a business, and deci
sions by the Supreme Court have, many
times, by declaring patents invalid,
decreased the earnings of a company.
There are the well-known cases of the
Selden patent, the Klaxon horn, and
various motion-picture patents. In each
of these cases, the patent was the basis
of additional earnings, but by the deci
sion rendered, the status of the organiza
tion was changed over night.
A cursory examination of many busi
nesses will show a number of things which
require close managerial control—things
that are often lost sight of in the anxiety
to concentrate on one phase of the
business. It has been shown that losses
come, not only from trading operations,
but from other adverse conditions. A
review of the business may bring to light
leaks in manufacturing operations, in
purchases, in storage of materials, in
sales policy, in financial management—
any one of which may pull against the
well-managed branches of the organi
zation.
Business management demands not
only a well-rounded knowledge of all
branches of an organization combined
with a working knowledge of ecnomics,
but the ability to organize and to
crystallize the efforts of many workers
engaged in routine procedures. In large
organizations, the responsibilities are
vested with department or division
managers, each of whom controls a par
ticular branch of the organization. In
this way, we find specialists, in a broad
sense, performing the routine duties.
Coordination is effected by means of a
general department. In small organiza
tions, the complete cycle of responsi
bility is often vested with one individual,
who will have assistants performing
general duties. In this case, we find that
automatic checks are lacking, and the
probability of errors, both of omission
and of commission, is apparent.
The successful organization requires
one or more persons in whom the respon
sibility for success is vested.
This
principle is so well recognized that we
find the titles of manager, general
manager, executive committee, or some
similar title bestowed upon the person, or
group of persons, at the head of the
working organization. In caring for the
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functions of management, the head of the
working organization will depend upon
assistants for help. The organization
will probably be organized upon a
departmental basis, with the usual main
divisions of financial, purchasing, pro
duction, and sales departments, which in
turn, will be divided into minor divisions.
A skeleton chart of organization would
illustrate this point.
At the end of the fiscal year, the net
profit will reflect the efforts of the entire
organization, for experience has shown
that the net result is dependent upon the
available effort and its direction. When
orders are plentiful, the sales organiza
tion will work in a more or less routine
way; the production department will
endeavor to produce the maximum units
to fill the orders; the purchasing depart
ment will order large stocks of materials
and will hurry shipments; the financial
department will keep the usual records
and will build up statistics. When busi
ness is increasing, it is easy to enlarge the
personnel of the organization, and to find
something for every one to do. Positions
are created, duties are divided, and
operating expenses increased. These
expenses are absorbed in increased
selling prices. In short, there is no real
need for economy, and, as a result,
luxuries creep in. Because of large
profits, the luxuries receive no special
attention, as they are deducted from
the gross earnings with other expenses.
This happens in the “up periods,” one of
which we passed through recently.
About a year ago, conditions began to
change. The volume of orders decreased,
and the business situation assumed a
different aspect. Inflation had to stop—
for graphs show that after a period of
inflation, deflation always follows. Busi
ness organizations were confronted with
many new problems which were met in
various ways. The decrease in volume of
business required a corresponding de
crease in operating expenditures, and it
was necessary, in a good many cases, to
bring back to normal the personnel which
had grown in the times of plenty. It is
always more difficult to reduce the per
sonnel, and to consolidate duties, than it
is to increase the personnel and to divide
duties.
As a result of the changed conditions,
many serious problems have confronted
business managers, and it has often been
difficult to know just what steps to take.
During the period of reorganization, the
accountant is able to lend invaluable
assistance to the management. In touch
with all phases of the business, by virtue
of his duties, he can bring out facts which
may be used as a foundation in the reduc
tion of expenditures. By the same token,
he may be able to suggest means for
increasing revenues. With his knowledge
of organization and financial manage
ment, with analyses of past performances
at hand, in close contact with inventory
records, purchase contracts, and records
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of depreciation, he is peculiarly fitted
to make constructive suggestions. In
England, the ability of the accountant to
act under these conditions is widely
recognized, as invariably an accountant
is appointed to act as receiver when the
management of a business is placed under
the jurisdiction of the courts.
When information, taken from the
records of financial transactions, serves
to aid in rendering decisions, in correct
ing errors, in reducing expenditures, and
in planning future operations, there can
be no doubt that the accountant plays an
important part in any organization.
Accountants, in public or private prac
tice, if they make the most of their
opportunities, can assist in formulating
many policies. They must view the
entire records from the executive point
of view and present their findings in
clear, understandable form. It is often
necessary to get a new perspective of a
situation by drawing away from the
details as far as possible. Accountants,
in close contact with an accounting sys
tem, will be well paid if they will visualize
the problems of the business from the
seat of management. It will then be
easy to furnish the data required for
managerial control.
When an army is encamped, sentinels
are immediately placed. They protect
against intrusion and challenge at the
first sign of trouble. In the business
world, accountants are the sentinels, and
by virtue of training and conservatism,
wherein they provide for contingencies,
they are well able to protect an organiza
tion against pitfalls, which are en
countered frequently. It is clear, then,
that the accountant has a real duty to
perform aside from the recording of
financial transactions.

ARTHUR G. GOTTSCHALK, of 1856
Amethyst Street, Bronx, New York
City, while taking shelter from an electric
storm at Rhinebeck-on-the-Hudson, on
Sunday, July 31st, was struck by light
ning and instantly killed. Mr. Gottschalk and a friend were on a motor-cycle
trip to Niagara Falls, when they were
overtaken by a severe electrical storm
and sought shelter under a large tree.
Mr. Gottschalk completed the Ac
countancy Course at Pace Institute in
August, 1920. He was employed as an
auditor by the Interborough Rapid
Transit Company, New York City.
The members of the faculty and the
administrative staff of the Pace Organi
zation extend to Mr. Gottschalk’s family
their deepest sympathy. Those who
knew Mr. Gottschalk and were associated
with him in his school work feel a deep
personal loss in his untimely death, which
cut short a career full of promise.
RAYMOND PORRIER, who has just
completed his course at Pace Institute,
New York, has taken a position in the
Accounting Department of the “195
Broadway Corporation,” New York City.

HENRY G. BRADFORD, a student in
Semester D, Pace Institute, Boston, has
taken a position with the D. L. Page
Company, of Lowell, Massachusetts.
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T IS Department
H
The Balance Sheet would now be
does not publish
ace tudent as follows:
answers to all of
Cash... $115,000.00 Bonds... $ 10,000.00
the questions re
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Sinking
Surplus
ceived, but only to
Fund
(undivi
..........
10,000.00
ded prof
those which we deem to be of
Assets
its)
.... 25,000.00
general interest to our readers.
Capital
A communication, in order to re
Stock.. . 90,000.00
ceive attention, must contain the
$125,000.00
$125,000.00
name and the address of the person asking the
question.
If a Reserve for Sinking Fund were set up, entry
N connection with the matter of sinking funds would be as follows:
Q
and sinking fund reserves, I notice that your SURPLUS (undivided profits).......... $10,000.00
text on the subject states: “After the completion of
To RESERVE FOR SINKING
the payment of the bond liability, the Reserve for
FUND........................................
$10,000.00
Sinking Fund would remain on the books. The To set up Reserve for Sinking Fund.
balance in this account, if it were created from profit
The Balance Sheet would then be as follows:
correctly determined, would represent surplus
Cash
................... $115,000.00
Bonds................$ 10,000.00
which could be appropriated or distributed at the
Sinking Fund As
Surplus (undi
discretion of the directors.”
sets.................
10,000.00
vided profits)
15,000.00
I am unable to see how this does represent sur
Reserve for
plus, inasmuch as the funds actually reserved were
Sinking Fund 10,000.00
Capital Stock.. 90,000.00
paid into the sinking fund, and from that paid out
to redeem the bonds. If this were the case, would
$125,000.00
$125,000.00
not the amount necessary to redeem the bonds have
been provided for twice? Once in the actual assets
Examination of the Balance Sheet before setting
placed in the hands of the trustee, in the sinking
fund, and again by the reserve set up on the books? up the Reserve for Sinking Fund and after setting
I would appreciate a full explanation of this up the Reserve for Sinking Fund would indicate
that the investment in the enterprise is as follows:
matter.
A
A fund is a collection of assets set aside from the Before Setting up Sinking Fund:
general assets for a particular purpose. A Reserve
Capital Stock.................................................... $ 90,000.00
for Sinking Fund is a portion of the Surplus
Surplus...............................................................
25,000.00
Account, or of the undivided profits, transferred
Total...........................................................$115,000.00
out of the Surplus Account into a special Surplus
Account for the purpose of withholding from pos
This surplus is all available for every use which
sible distribution that portion of surplus.
the
directors may desire to make of it, including
Assume that the corporation had a Balance Sheet
distribution as dividends.
as follows:
Cash................... $90,000.00
Capital Stock.. $90,000.00 After Setting up Reserve for Sinking Fund:
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Capital Stock.................................................... $ 90,000.00
Surplus:
For Unrestricted Use...............................
15,000.00
To Be Held in the Business, in order to
prevent distribution as dividends....
10,000.00

Assume an issue of $10,000 of bonds for cash, the
financial condition would be as follows:
Cash................... $100,000.00

Bonds................$ 10,000.00
Capital Stock..
90,000.00

$100,000.00

$100,000.00

Assume that it earned $25,000 profit, all reduced
to cash, its Balance Sheet would be as follows:
Cash................... $125,000.00

$125,000.00

Bonds................$ 10,000.00
Surplus (undi
vided profits) 25,000.00
Capital Stock. . 90,000.00

$125,000.00

Assume that a sinking fund was set up for the
redemption of the bonds, entry would be as follows:
SINKING FUND ASSETS............. $10,000.00
To CASH.......................................
$10,000.00
To set up sinking fund for retirement
of bonds at maturity.

Total...................................................$115,000.00

In this case, however, the amount of surplus
available for distribution is only $15,000. In other
words, in the first instance, the directors could
declare $25,000 of dividends, or could distribute
$25,000 of assets in any other manner. In the
second case, however, the directors could only
distribute $15,000 in dividends, or in any other
manner, and would be required to leave the $10,000
in the business, thereby affording greater security
for the bondholders.
Assume that the bonds are paid off, entry is
passed as follows:
BOND LIABILITY........................... $10,000.00
To SINKING FUND ASSETS.
$10,000.00
For retirement of bonds at maturity.
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Students’
The Balance Sheet after this transaction would
Questions be as follows:
Stock.. $ 90,000.00
and Cash................... $115,000.00 Capital
Reserve for
Answers
Sinking Fund 10,000.00

their returns, yet it is designed to influence them
in incurring this expense. The answer to this
question is, that the taxpayer now pays for this
service. Any other method involves the employ
ment
of a tremendous force by the Government,
Surplus.............
15,000.00
a force which to date has been utterly inadequate,
(Continued)
$115,000.00
$115,000.00 despite its size, the costs of which must be borne by
the taxpayers. Moreover, the moment that any
It will be noted that this transaction has reduced investigation is made of the taxpayer’s books, he is
the liabilities and has reduced the assets, but there invariably called upon to employ the services of an
has been no reduction in the amount of the invest accountant, or perhaps of a tax specialist.
ment. However, the bonds having been retired,
Consider, if you will, the present tendency to
there is no longer any reason why the directors have Federal tax returns prepared by others than
should be required to hold from distribution any of accountants. Are not many so-called tax specialists
the assets for the purpose of affording greater delving into the books of taxpayers, whose knowl
security to the bondholders. The impounded or edge of accounting is by no means on a par with
reserved surplus may therefore be transferred back that of the members of the profession? Is not this
to the general surplus, and the entry would be:
work of investigating accounts preliminary to the
preparation of returns legitimately the work of the
RESERVE FOR SINKING FUND. $10,000.00
To SURPLUS..............................
$10,000.00 accounting profession?
To transfer back to Surplus, Reserve
An important consideration which should stir
for Sinking Fund, the bond liability
accountants to take this step is, that the more
for which this reserve was set up
they have to do with the accounts of business con
having been liquidated.
cerns, the more they gain by way of other business
The Balance Sheet would now be as follows:
than that for which they were first engaged. Thus,
Cash................... $115,000.00
Capital Stock.. $ 90,000.00
an accountant called in to prepare a Federal tax
Surplus.............
25,000.00
return, on the basis of the books of the concern,
$115,000.00
$115,000.00 might find the concern in need of a new system
of accounts. By convincing the client that this
The directors could then appropriate this $25,000 system of accounts would mean economy of opera
in any manner which they saw fit.
tion, and a closer control by the management, the
From the above transactions, you will note that accountant might be favored with another assign
the setting up of a Fund has not affected the invest ment. But if in Federal tax matters, clients become
ment in any way; nor has the liquidation of the accustomed to having tax specialists do their
bond liability affected the net investment.
accounting work, much of the incidental business
The bondholders, however, have been protected. which would flow to the profession is lost.
If it were left to the judgment of the directors, the
Assuming the role of auditor in Federal tax cases
directors might be under the temptation of declar simply means that the accountant more strongly
ing dividends which would result in a diminution entrenches himself as an authority on any matter
of the assets, with the result that the concern appertaining to accounts. One who is a partisan
would not be in as strong a position in connection can not hope to gain the position of an authority.
with liquidating the bonds at maturity. The bond The very assumption of the position of an authority
holders, therefore, make an agreement with the implies non-partisanship.
By developing this
company that the directors shall not consider the recognition as authorities in matters having to do
entire amount of surplus as available, but shall with accounts, the most vital interests of the
transfer a portion of the surplus to a restricted profession may be conserved.
account. The directors then have no right to rely
These considerations involve certain definite
upon the restricted surplus (that is, the reserve) as steps to be taken by the members of the accounting
available for their uses. They must consider it as a profession. The first of these is to abandon, as soon
portion of the surplus which they can not touch as is practicable, the role of advocate and assume
until the bond liability has been met and there that of auditor in Federal tax matters. The second
remains no further necessity for safeguarding the is for the accountant to work more zealously
bondholders’ interests. For this reason, when the toward a wider recognition of his position as an
bond obligation has been settled, the directors may authority to be relied upon by the Government in
transfer the reserve back to surplus.
the auditing of Federal tax returns. These two
steps open up a practical procedure for the Govern
Federal so essential if satisfactory verification be made of ment to follow in verifying the Federal tax liability
Tax Laws annual returns within the one year available under a of taxpayers, and at the same time, open up
and the permanent operating schedule, can be accomplished avenues for the expansion of the profession of
Practice of only by giving due credence to returns certified to Accountancy along natural and traditional lines.
By so doing, accountants will render the utmost
Account by accountants.
Perhaps this suggestion might be criticized on service to clients, a needed public service to the
ancy the grounds that while it does not compel taxpayers Government, and promote the interests of the
profession at large.
(Continued) to employ the services of accountants in preparing
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HE Pittsburgh School of Account Faculty,
ancy announces that the selection
of its faculty for the ensuing year Pittsburgh
has
been completed. The following School
is a
of
October, 1921
list of the members:
Account

John T. Kennedy, LL.B., of the
Pennsylvania and District of
ancy
OMMISSIONER BLAIR, of the
Columbia Bars..............................Dean
Bureau of Internal Revenue, as
quoted in the New York Tribune, James H. Barr, C.P.A...........Accounting
J. Philip Gass, deputy controller,
warns the public against misleading
Great Atlantic and Pacific Tea
representations in respect to the deter
Company........ ................... Accounting
mination of excess-profits taxes. The
following paragraphs will be of interest Wilfred Hamblett.................. Accounting
Arthur W. Henderson, A.B., LL.B.. .Law
to Accountancy students:
“Information has reached the Bureau August Hiller, M.E., C.P.A.
Organization, Management
of Internal Revenue,” Commissioner
Blair said, “that certain self-styled R. C. Pittenger, C.P.A.
Accounting, Auditing
‘income tax experts’ are advising their
clients that from 30 to 40 per cent. of H. J. Schmitt, B.A., LL.B., M.A.. .Law
their excess-profits taxes can be saved by Crawford Scott, A.B., LL.B.............Law
the use of ‘formulae.’ One formula is to Clarence T. Sloan, C.P.A... .Accounting
capitalize all earnings in excess of the
average capital employed, and to set up
HE annual meeting of the Ameri Annual
this excess amount as good-will. Pro
can Institute of Accountants was Meeting,
ceeding upon this basis, certain ‘experts’
held in Washington, D. C.,
have prepared for their clients amended
September 19th to September 22nd. American
NEW HOME OF RIDER COLLEGE
returns, with which are filed claims for The following papers were read:
Institute
credit against the next instalment of the
“Considerations Involved in the Valu
of
Ac
current
income
tax.
The
taxpayer
is
ation
of
Good-will,
”
by
Herbert
C.
To quote from a recent announcement
advised that, the claim having been Freeman.
of Rider College:
countants
“Classification of Surplus,” by Charles
“The building has twenty-four light accepted by a collector of internal reve
and cheerful rooms; modem heating, nue, the matter is closed, and compensa B. Couchman.
“Treatment of Costs During Periods
plumbing, and ventilation systems; tion is due and payable.
“The results of such misrepresentation of Varying Volumes of Production,” by
spacious corridors; completely equipped
cloak and rest rooms; lavatories, shower are that the Government is deprived of C. B. Williams.
“Examining and Auditing a Federal
baths, drinking fountains; recreation tax instalments to which it is entitled;
floors for athletics and indoor sports. It the corporation is led to believe that it is Reserve Bank,” by Francis Oakey.
Mr. Couchman has long been a mem
has an auditorium with a seating entitled to the inclusion of good-will in
capacity of 1,500 students, which is used invested capital, and that a substantial ber of the lecture staff of Pace Institute,
for lectures, debates, and social func sum has been saved; the claim for credit New York.
possibly will be disallowed at a time when
tions.”
The Pace Standardized Course in the corporation will be unable to make LESLIE P. DODGE, Pace Institute.
Accountancy and Business Adminstra payment, and after it has distributed its Boston, assumed, on October 1st, the
tion is conducted in both day and eve earnings in dividends; the conscientious duties of treasurer of the Atlas Steel
work of accountants, engineers, and at Barrel Corporation, 90 West Street, New
ning classes at Rider College.
torneys who are endeavoring to present York City. Mr. Dodge was a day-school
cases to the Bureau in accordance with student of Pace Institute, Boston, com
HE
following
excerpt
from
a
letter
Guarantee
the laws and regulations is seriously pleting the work of Semesters A, B, and
written to a young man who hampered.
of Position
C. He enrolled for the Course specifi
inquired if Pace Institute would
“A good-will account can not be
guarantee him a position in case built
he up by a corporation by capitalizing cally to prepare himself to assume his
enrolled and graduated, will be of interest prior earnings in excess of a given per new duties as treasurer of the Atlas
Steel Barrel Corporation.
to students and others:
centage on actual capital employed.
“So far as I know, there is no reputable Taxpayers are warned against tax
school that guarantees positions or in counselors who claim to have a method IN THE New Hampshire C.P.A. ex
come of any nature after graduation. for increasing invested capital not in aminations given in May, in which the
A law school, for example, would not strict accord with the law and regula questions were set by the American
Institute of Accountants, the following
guarantee an income to one of its grad tions governing such procedure.”
former Pace students were among the
uates who entered law practice, and an
successful candidates, and have been
engineering school would not guarantee
a position to one of its graduates. MESSRS. THOMPSON 8b COUN awarded their professional degrees:
Matters of personality, general educa CILOR, Washington, D. C., announce Herman W. Boozer Mervyn B. Walsh
Walter E. Paul
tion, and the like, have as much bearing the admission to partnership of Edward Andrew H. Blass
on the securement of a position, and the Thompson, C.P.A. (Washington). The
retention of such a position, as technical practice of accounting and engineering A. F. PLATT, a former student of Pace
education. When it is possible for a will be continued under the firm name of Institute, New York, has recently
become accountant in the general offices
graduate to come to New York with Thompson, Councilor, & Thompson.
of the Powers Accounting Machine
means to support himself for a few weeks,
it is generally possible for us to secure EDWARD S. RITTLER, a graduate of Company, 150 Nassau Street, New York.
him a position, as we have done in many Pace Institute, Extension Division, was Mr. Platt was formerly in the Cost
instances. At the present time, because among the successful candidates in the Department at the factory of the same
of depressed business conditions, it is recent C.P.A. examinations in the state company.
more than usually difficult for men to of Louisiana, and has been awarded his
ANDREW NELSON, a graduate of
find suitable employment. If you should professional degree.
Pace Institute, in June, 1919, was
enroll in our courses, it must be on the
understanding that we do not promise STUDENTS in Rider College, Trenton, recently elected controller of Miller,
you anything definite in the way of a N. J., have just organized a Pace Club Reese, Hutchison, Inc., New York City.
position. We shall, of course, always of Trenton. Application is being made Mr. Nelson was formerly with Harris,
stand ready to advise with you and to for a charter in the National Federation Latter & Company, chartered account
ants, 61 Broadway, New York City.
of Pace Clubs.
help you in every practicable way.”

Rider
College in
New' Home

IW
TH the completion of its
new building, at the comer
of East State and Carroll
Streets, Trenton, N. J.,
Rider College moves into
one of the finest school
plants in the country. All classes this
fall will be held in the new building.

Pace Student
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Cost Ac
counting
for a
Continu
ous Pro
duction
Industry
Gradua
tion
Thesis
By
Herman
W. Boozer,
A.B.,
Pace
Courses,
New York

entire log. The Basket Department
THE subject of cost
accounting, even
ace tudent manufactures only one size of basket,
but the Crate Department produces
when used in the ac
October, 1921
two sizes of crates It is necessary
cepted terminology
to know the unit cost of the finished
of our day as apply
ing to manufacturing costs only, product in terms of material, labor, and overhead,
is one of wide scope. Variations and also in terms of departmental expenditure.
It will readily be seen that our plant divides
in the application of cost systems
are as numerous as are the types naturally into four functions or departments: the
of systems. Yet, there are fun Raw Material Department, known as the Yard,
damentals which underlie all cost systems suf where the logs are stored; the Boiling Vat, where
ficient to permit of their separation into the two the logs are cut into short sections and chemically
broad classes of job costs and continuous costs. seasoned; the Basket Department; and the Crate
Because of the greater difficulty of devising and Department. An account is opened in the Factory
applying a job-cost system, the majority of Ledger for each department, to provide for collect
writers treat the subject of cost accounting almost ing material, labor, and overhead costs in respect
entirely from that angle; so much so, that students, to each.
The labor and overhead of the Yard are added
even after they have operated job-cost systems, are
frequently at a loss to understand the operation of to the cost of the logs, and treated as additional
a continuous-cost system, much less its application cost of the raw material, which “loaded” cost is
then considered as the value of the raw material
in a particular plant.
The prime requisite in the successful operation entering the finished product. This procedure, it
of a continuous-cost system is the progression of the will be observed, is the same as that used in jobproduct in a steady stream from raw material to cost systems. The chief measurer, whose assistants
finished article, without variation in procedure, calculate the lumber content on small-end measure
quality, or style. Given these facts, it is com ment just before the logs are sawed into short
paratively easy to devise the system, but rather sections, makes a daily report to the office, stating
difficult to explain it without using the specific facts the quantity removed from the Yard. At the end
for illustration. Probably the subject will be best of the month, these daily reports are summarized
understood by applying it to the case recently and form the basis of an entry crediting the Yard
presented by an Extension student, though some and debiting the Boiling Vat.
of the facts are changed to bring out particular
The boiling process is twenty-four hours in
points.
length, so that the quantity sawed and placed in the
Let us assume that a plant manufactures berry boiling vat one day will be removed and placed
and vegetable shipping crates and baskets, which in the Crate and Basket departments the next day.
are converted through various operations from the Thus, the quantity removed from the vat any day
rough logs. The plant operates on a continuous- will be the inventory of work-in-process in the vat
production basis. The logs purchased vary in at the close of the preceding day. The lumber
length from twelve to sixteen feet, and often taper removed from the vat is determined on shortfrom sixteen to twenty-four inches in diameter at section measurement, and a daily report is rendered
the large end to ten to eighteen inches in diameter the office, showing the respective quantities
at the small end, the custom of the trade being to delivered to the Crate and Basket departments.
buy these logs as so many feet of timber, based on These daily reports, summarized at the month-end,
small end measurement. These logs are sawed into form the basis of an entry crediting the Boiling
short sections of several feet in length, given a Vat and debiting the Crate and Basket departments.
chemical bath in a boiling vat, and then sliced,
Since we know exactly the values delivered to
cut up, and assembled into the usual quart size the Crate and Basket departments, the value of the
baskets and stout crates in which the baskets of goods finished will, in each department, be ascer
fruit or vegetables are packed for shipment. One tained by estimating the value still in the depart
department of the plant makes the baskets and ment, and deducting this value from the sum of the
another department makes the crates. (In actual opening inventory of work-in-process, plus all
operation, the departments and processes are charges to the department (cumulative cost from
probably more numerous, but the foregoing are boiling vat, labor, and overhead), the balance being
sufficient for our purposes.) In order to determine the cost of the articles finished. A physical inven
the value of raw material entering each department, tory of work-in-process in the Crate and Basket
the short-section logs must be measured as they departments thus becomes necessary. This in
come from the boiling process, and this measure ventory should be taken at intervals. Once ac
ment gives 10 to 20 per cent. more lumber content curately determined, such inventory may often
than the measurement made before the logs are be closely estimated thereafter, for the reason that
cut into sections, because the diameter of each in continuous-capacity production, the values often
section of a log, after the section containing the remain at almost a uniform level. Even though
small end of the log, is, on account of the log’s the values in process in these departments do
taper, greater than the small-end diameter of the fluctuate, the fluctuation will seldom materially

P

S

173

affect the unit cost of the finished ar
Labor.................................... $150.00
ticle, because the amount of work-in200.00
ace tudent Overhead.............................
process at any one time is usually a
During the month, 200,000 ft. of
October, 1921
small proportion of a month’s produc
logs are purchased for $4,000; and
tion, due to the rapidity of conversion.
Yard expenses amount to $400 for
Such a procedure automatically takes care of labor and $200 for overhead. The boiling-vat
waste, breakage, and defective parts, since all such expenditures are $1,600 for labor and $1,200
costs are spread over the product. Of course, if for overhead; the daily reports showing that
defective parts have any salvage value, they must 125,000 ft. of lumber are received from the Yard,
( Continued) be credited to the. departmental cost, and charged and deliveries are 75,000 ft. to the Crate Depart
to a salvage, or other proper, account.
ment and 70,000 ft. to the Basket Department.
As we now have the value of the finished product (The increase of quantities delivered over quantities
for a month, we can determine the unit cost by received is accounted for by the different bases of
dividing, by the number of units produced, the measurement.) The Crate Department expendi
quantities of each size and type finished, having tures are $4,500 for labor and $4,000 for overhead,
been reported daily from the Crate and Basket while the Basket Department cost sheet records
departments. This presents no difficulties in the $3,500 for labor and $4,400 for overhead. There
Basket Department, since the Baskets are all of one are produced 300,000 baskets, 4,000 crates Size 1
size. However, since we produce two sizes of (1,000 sq. in.), and 8,000 crates Size 2 (1,500 sq. in.).
crates, some basis of apportionment must be pro
The closing inventory is as follows:
vided for the Crate Department. Whatever basis is Raw Material (Yard):
adopted, it must necessarily be the result of
Perpetual inventory, to be determined on basis
thorough test, and one that will give correct unit
of quantities received and delivered.
costs for each size as accurately as possible. In Boiling Vat:
this instance, we will assume, merely for the sake
5,500 ft. removed on first day of succeeding
of a simple illustration, that the square inches of
period,
on which basis inventory will be cal
material in each size of crate have been determined,
culated.
and are used as the basis of apportionment. Let
us assume that there are fifty crates produced of Crate Department:
Cumulative Cost from Boiling Vat. . . $575.00
1,000 square inches each, and one hundred crates
Labor........................................................ 190.00
of 1,500 square inches each, the total value of
Overhead.................................................. 185.00
finished crates being $200. Evidently there are
50,000 sq. in. of the smaller size and 150,000 sq. in. Basket Department:
Cumulative Cost from Boiling Vat. . . 550.00
of the larger size, or 200,000 sq. in. in all. Then
Labor........................................................ 165.00
one, fourth of $200 is the cost of the smaller crates,
Overhead.................................................. 215.00
and three fourths of $200 is the cost of the larger
crates, giving a unit cost of $1 for the smaller size,
One hundred and twenty-five thousand feet at
and a unit cost of $1.50 for the larger size. These $23 per thousand gives $2,875, the value of the
figures are used for illustration, without regard to lumber placed in the Boiling Vat. This leaves
the actual size or cost of crates. The unit cost, now $9,545 as the value of the material in the Yard,
ascertained for the baskets and for each size of consisting of lumber, $8,300; labor, $830; and
crate, can be secured in terms of material, labor, overhead, $415.
and overhead, and also in terms of departmental
YARD
expenditure.
Quan- Purchase Price
Labor
Overhead
tities
Per
Per
Per
Having now described the operation of our cost
(Feet) Amount M. Amount M. Amount M.
Total
system, it will perhaps be better understood with Opening Inv. 340,000 $6,800.00 $20 $ 680.00 $2 $340.00 $1 $7,820.00
Month’s Chgs.200,000 4,000.00 20 400.00 2 200.00 1 4,600.00
the aid of a concrete illustration.
Total Cost.540 000 10,800.00 20 1,080.00 2 540.00 1 12,420.00
The opening inventory of raw material and work- Month
’s Del. 125,000 2,500.00 20 250.00 2 125.00 1 2,875.00
in-process is as follows:
Closing Inv. 415,000 8,300.00 20
830.00 2 415.00 1
9,545.00
Raw Material (Yard):
Lumber (340,000 ft.)......................... $6,800.00
We have placed $2,875 worth of lumber in proc
Labor....................................................
680.00
Overhead..............................................
340.00 ess during the month, which must be charged to
the Boiling Vat. It may at first seem that the boil
Boiling Vat:
ing-vat cost sheet is very complicated, having
Material (5,400 ft.)............................
103.50 receipts based on one measurement and deliveries
Labor....................................................
40.00 based on another measurement. But the units
Overhead..............................................
30.00 received do not enter into the calculation, since the
Crate Department:
total amounts charged to the boiling-vat process
Cumulative Cost from Boiling Vat.
660.00 must be spread over the total number of units
Labor....................................................
200.00 treated and delivered, regardless of what the unit
Overhead................
200.00 may now be. The number of units treated during
the month, and to which the expenditures apply, is
Basket Department:
Cumulative Cost from Boiling Vat.
500.00 the number delivered during the month plus the
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closing inventory (number delivered first day of
succeeding period) and less the opening inventory.
Over the quantity thus found, the entire cost of
the boiling-vat process for the month must be
spread. 145,000 ft. are delivered during the month,
and 5,500 ft. are delivered on the first day of the
succeeding period, making a total of 150,500 ft.
Deducting the opening inventory of 5,400 ft.,
leaves 145,100 ft. as the quantity of lumber treated
during the month. In other words, this is the
quantity received from the Yard on the basis of
short-section measurement. The cost sheet of the
Boiling Vat will now appear as follows:

By referring to the boiling-vat cost sheet, it is
determined that of the values delivered from the
Boiling Vat during the month, 50.938 per cent.
represents material, 28.035 per cent. represents
labor, and 21.027 per cent. represents overhead.
Using these percentages to amplify the cumulative
cost from the Boiling Vat, shown as a cost element
in the preceding statement, the item of $2,998.84
consists of $1,527.55 material, $840.73 labor, and
$630.56 overhead. The cost now appears:
COST OF CRATES
Total
Size 1
Size 2
Material......................... .... $1,527.55 $ 381.89 $1,145.66
Labor.............................. .... 5,350.73
1,337.68 4,013.05
Overhead....................... .... 4,645.56
1,161.39 3,484.17

BOILING VAT

Over
Qnty
Feet
Material Labor
head
Total
Opening Inventory. . .
5,400 $ 103.50 $ 40.00 $ 30.00 $ 173.50
Month’s Charges........ 145,100 2,875.00 1,600.00 1,200.00 5,675.00
Total Cost........... . 150,500
Closing Inventory
5,500
(3.79 % of 145,100) .

2,978.50

1,640.00

1,230.00

5,848.50

108.96

60.64

45.48

215.08

Month’s Deliveries. . . 145,000

2,869.54

1,579.36

1,184.52

5,633.42

To Crate Department. 75,000 ....................................................
To Basket Department 70,000 ....................................................

2,913.84
2,719.58

Total...................... . .. .$11,523.84 $2,880.96 $8,642.88

Yard (Material)........... .... $1,527.55 $ 381.89 $1,145.66
Boiling Vat................... .... 1,471.29
367.82
1,103.47
Crate Department....... ........ 8,525.00
6,393.75
2,131.25

Likewise, the Basket Department cost appears
as follows:

This shows that deliveries from the Boiling Vat
to the Crate Department amount to $2,913.84,
and deliveries to the Basket Department amount to
$2,719.58, these values being charged on the
respective departmental cost sheets under the
heading “Cumulative Cost from Boiling Vat.”
The cost sheets for the Crate and Basket depart
ments will now appear as follows:

COST OF BASKETS
Material........................................................................$ 1,359.83
Labor............................................................................
4,233.42
Overhead......................................................................
4,946.33
Total..................................................................... $10,539.58

Yard (Material).......................................................... $ 1,359.83
Boiling Vat............................................................
1,309.75
Basket Department....................................................
7,870.00

CRATE DEPARTMENT
Cumulative
Cost from
Boiling Vat Labor Overhead
Total
Opening Inventory.................. $ 660.00 $ 200.00 $ 200.00 $ 1,060.00
Month’s Charges..................... 2,913.84 4,500.00 4,000.00 11,413.84
Total Cost........................
Closing Inventory...................

3,573.84 4,700.00 4,200.00
575.00
190.00
185.00

It is now an easy matter to summarize these
figures into a statement for managerial purposes,
as follows:

12,473.84
950.00

BLANK COMPANY
Statement of Production Costs
For Month of------------ 19---- .

Value of Completed Product:
4,000 crates Size 1 .......... $2,998.84 $4,510.00 $4,015.00 $11,523.84
8,000 crates Size 2

Baskets
Crates
(300,000)
Size 1 (4,000)
Size 2 (8,000)
Value
Unit
Total
Value Unit Value
Unit
Material. $2,887.38 $1,359.83 $.0045 $ 381.89 $.0955 $1,145.66 $.1432
Labor. .. 9,584.15 4,233.42 .0141 1,337.68 .3344 4,013.05 .5016
Overhead 9,591.89 4,946.33 .0165 1,161.39 .2903 3,484.17 .4355

BASKET DEPARTMENT
Cumulative
Cost from
Boiling Vat Labor Overhead
Total
Opening Inventory.................. $ 500.00 $ 150.00 $ 200.00 $ 850.00
Month’s Charges..................... 2,719.58 3,500.00 4,400.00 10,619.58
Total Cost........................
Closing Inventory...................

3,219.58 3,650.00 4,600.00
550.00
165.00
215.00

Tot.Cost.22,063.42 10,539.58 .0351

11,469.58
930.00

Yard........ 2,887.38
Boil.Vat.. 2,781.04
Crate Dep. 8,525.00
Bask. Dep.$7,870.00

Value of Completed Product:
(300,000 baskets)................ $2,669.58 $3,485.00 $4,385.00 $10,539.58

Since there are 4,000 crates Size 1 (1,000 sq. in.
each) and 8,000 crates Size 2 (1,500 sq. in. each)
produced during the month, we have a production
of 4,000,000 sq. in. Size 1 and 12,000,000 sq. in.
Size 2. Hence, the total cost of Size 1 is one fourth
of $11,523.84, and the total cost of Size 2 is three
fourths of $11,523.84. Applying this same ratio to
the various classes of cost, the following figures are
obtained:
COST OF CRATES
Total
Size 1
Size 2
Cumulative Cost from Boil
ing Vat ................................ $2,998.84 $ 749.71 $2,249.13
Labor...................................... 4,510.00
1,127.50 3,382.50
Overhead........... .................... 4,015.00
1,003.75 3,011.25
$11,523.84 $2,880.96 $8,642.88

2,880.96 .7202 8,642.88 1.0803

1,359.83 .0045
381.89 .0955 1,145.66 .1432
1,309.75 .0044
367.82 .0919 1,103.47 .1379
......................... 2,131.25 .5328 6,393.75 .7992
7,870.00 .0262

It should not be necessary to state again that the
figures used in the foregoing illustration are as
sembled without regard to actual costs. Their sole
purpose is to illustrate some principles of cost
accounting for continuous-production industries,
applied to a practical manufacturing problem which
exists approximately as described in this article.
No two cost systems are exactly alike, but the
broad principles underlying all continuous-cost
systems are the same.
If you never give way to petulance, you will seldom
have reason for penitence.
Many folks get such twisted necks from the habit
of constantly looking backward that they become
unable to look straight ahead.
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Modern Business
depends upon accountants,
public and private, for the
specific facts and figures re
quired in sound management.
Accountants, everywhere, become value an
alysts, business technicians, professional advisers. Their services are in demand.
Pace students and graduates are serving Modern Busi
ness as professional accountants, controllers, treasurers, cost experts,
tax specialists, credit managers, and general executives. They pos
sess dependable market value. They are Accountancy-educated.
Pace Courses—standardized, developmental, immediately helpful—
are available in Resident classes in Pace Institute, Boston, Wash
ington, New York, and Newark. October classes are now forming
in all four schools. Complimentary cards of admission to opening
sessions will be supplied upon application.
The Accountancy Bulletin of Pace Institute and “ Making Good,”
a readable booklet that has changed, with profit, many a person’s
vocational current, will be gladly sent upon request.

Pace & Pace
NEW YORK, 30 Church Street

WASHINGTON
715 G Street, N. W.

BOSTON
Tremont Temple
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NEWARK
24 William Street

